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1. This paper consists of 5 pages (including the cover page). 
2. All the questions should be answered. 
3. The marks shown against the requirements for each question should be taken as an indication of the expected length 
and the required depth of the answer. 
4. Read the questions carefully and answer only what is asked; 
5. Answer the questions using: 
 effective arrangement and presentation; 
 clear explanations; 
 logical arguments;  
 clear and concise language; 
 clear numbering; 
 neat and legible writing; and 
 giving structure to your answers, by using appropriate headings and sub-headings. 
6. This is an open book assessment. 
7. The general University of Johannesburg policies, procedures and rules pertaining to written assessments apply to this 
assessment. 
  
 QUESTION 1          [25 MARKS] 
 
Short Questions 
 
1.1 What is economic double taxation? Explain how the various methods of the 
corporate tax systems endeavor to alleviate economic double taxation 
 
[3] 
1.2 Name the two main tests for determining the existence of a permanent resident 
establishment. 
 
[2] 
1.3 Is section 31 of the Income Tax Act a taxing section, or an adjustment section? 
Give a reason for your answer. 
 
[2] 
1.4 What is SARS practice with regard to attribution of profits to a permanent 
establishment? 
 
[4] 
1.5 South Africa is not a member of the Vienna Convention on the Law of Treaties. 
Should this make a difference when a South African Court interprets a provision in 
a Double Taxation Convention? 
 
 
[8] 
1.6 With reference to, inter alia, the South African cases of CSAR v Tradehold Ltd 
and Oceanic Trust Co. Ltd N.O v CSARS, briefly discuss how the tax residence of 
a dual resident company is determined in terms of a double taxation treaty. 
 
 
[6] 
   
Total for Question 1         [25] 
 
  
QUESTION 2          [25 MARKS] 
 
TOY International Ltd is a toy manufacturing multinational company based in Switzerland. TOY 
International has two subsidiary companies: TOY UK which is incorporated in UK and TOY SA 
which is incorporated in South Africa. The main shareholder of TOY International Ltd is an 
offshore trust based in Jersey.  TOY UK holds the brand name for the toys sold. TOY UK allows 
TOY SA to use its brand name in return for a royalty based on 12% of TOY SA’s turnover. TOY 
UK sells toys to TOY SA which are sold by TOY SA to its customers in South Africa. The toys 
are imported into South Africa directly from Switzerland. To fund TOY SA’s operations in South 
Africa, the following transactions were carried out: 
 
(i) TOY SA has taken out a loan from a South African bank and TOY UK has 
guaranteed this loan. TOY UK does not charge TOY SA any guarantee fee. 
 
(ii) TOY UK made a R4 million loan to TOY SA at prime plus 9% and R1 million equity 
funding.  
 
TOY UK also has a 5-person office in Cape Town which assists the TOY UK head office with 
the logistics aspects of the toy imports into South Africa. The Cape Town office makes a 
R20 million profit per annum for the logistics services on a cost plus 50% basis. The Cape Town 
office also exports surplus South African stock of toys owned by TOY UK to Zambia from time to 
time. The Cape Town office makes a R5 million profit annually on these exports. The export 
profit is calculated using the Profit Split Method. 
 
With respect to the South African domestic tax law, SARS Practice Notes and Interpretation 
Notes, the OECD Model Tax Convention and its Commentary, the OECD Transfer Guidelines, 
and case law: 
 
(a) Briefly discuss the transfer pricing tax consequences of the loan TOY SA has taken out 
from a South African bank and the TOY UK guarantee on that loan.    [3] 
 
(b) Discuss whether or not the loan of R4 million to TOY SA at prime plus 9% and R1 million 
equity funding constitutes an arm's length funding transaction.   [5] 
 
(c) Name the transfer pricing methods that are acceptable to SARS and discuss any one 
method by applying “the four-step approach” in relation to any one of the above funding 
operations. You must give reasons why the method you have selected is most suitable for 
this particular transaction.        [6] 
 
(d) Discuss whether TOY UK has a permanent establishment in South Africa.  [4] 
 
(e) Assuming TOY UK has a permanent establishment in South Africa, discuss whether the 
R20 million logistic services profits are attributable to such permanent establishment, and 
if so, whether all of such profits will be attributable.     [4] 
 
(f) Assuming that TOY UK does have a permanent establishment in South Africa, discuss 
whether the R5 million export profit is attributable or not to the permanent establishment, 
and why, or why not.         [3] 
 
Total for Question 2         [25] 
 
 
QUESTION 3         [25 MARKS] 
 
Peru Avo Inc. is a fresh produce company incorporated and effectively managed in Peru. It 
farms avocado pears (“Avo’s”) in South Africa from a farm it leases from Hyland Holdings (Pty) 
Ltd and from a Nelspruit farm it owns in its own right. 
 
The Avo’s are sorted and graded in its ripening warehouse in South Africa and then exported to 
the UK for sale in Sainsbury supermarkets. 
 
The lower grade Avo’s are sold to Pick ‘n Pay in South Africa and poor grade Avo’s are used to 
make guacamole that is sold locally in South Africa and then exported to the US. 
After some time, the farm in Nelspruit is sold to Hyland Holdings (Pty) Ltd, on a sale-leaseback 
basis. 
 
Discuss the income tax implications of the income generated by Peru Avo Inc. from its local 
activities, by having regard to South African source principles, SARS Interpretation Notes, the 
applicable Articles of the OECD MTC and case law. 
             [15] 
How would your answer above differ (if at all) if the farm was owned in a South African company 
of which Peru Avo Inc. was the sole shareholder, the shares of which would be sold to Hyland 
Holdings (Pty) Ltd? 
             [10] 
 
Total for Question 3         [25] 
  
QUESTION 4         [20 MARKS] 
 
Virgin Atlantic Airlines Limited, a UK incorporated and effectively managed company, operates 
in South Africa, with respect to flights between South Africa and the UK.  Virgin Atlantic Airlines 
Limited ticket sales for the South African and UK flights are operated through a sales office in 
Bryanston and a sales office at OR Tambo International Airport. The sales offices are staffed 
with approximately 15 employees. 
 
Virgin Atlantic Airlines Limited owns 5 B737-400s aircraft which it leases to Comair Limited in 
South Africa, two of the three aircraft are leased on a wet-lease basis. Part of the lease 
agreement entails Comair Limited using the Aircraft for the purposes of collecting passengers at 
the Port Elizabeth and Bloemfontein airports, and transferring them to OR Tambo International 
Airport in order to connect on their Virgin Atlantic flights to the UK. 
 
Virgin Holdings Limited, the UK holding company of Virgin Atlantic Airlines Limited, operates a 
credit card banking platform in South Africa through Absa Bank.  As collateral for the credit card 
business, Virgin Atlantic Airlines deposits the income from its local air ticket sales and leasing 
activities to Absa Bank and earns interest on the collateral at a prime rate of interest. 
 
With reference to Domestic Income Tax Law, SARS Interpretation Notes or Draft Interpretation 
Note, case law, the OECD MTC and Commentary, the OECD Transfer Pricing Commentary, 
discuss the income tax and tax treaty implications of the above.     [20] 
 
Would the tax implications of the above differ if Virgin Atlantic Airlines was incorporated in the 
Biritsh Virgin Islands?          [5] 
 
Total for Question 4         [25] 
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